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Oversight: Examining the Brooklyn Navy Yard as a Model for the Expansion of New York City’s Industrial Sector
INTRODUCTION


On April 24, 2014, the Committee on Economic Development, chaired by Council Member Daniel Garodnick, will hold an oversight hearing to discuss whether the Brooklyn Navy Yard can be used as a model for the expansion of New York City’s industrial sector.  Those invited to testify include representatives of the New York City Economic Development Corporation, the Department of Small Business Services, the Deputy Mayor for Economic Development, local community advocates and interested members of the public.
BACKGROUND


The revitalization of the manufacturing sector in New York City is a widely recognized economic strategy to create well-paying jobs and restore prosperity.
  A primary objective of New York City’s program for economic development is to facilitate industrial development projects and to stabilize and improve the existing industrial areas of the city.
  The industrial sector - of which manufacturing is a significant sub-sector – is particularly important to the city because it produces a positive multiplier effect throughout the entirety of the economy.  As illustrated by research conducted by the Business Council for New York State, Inc., for “every dollar spent on manufacturing…another $1.41 is generated in other sectors of the economy.” 
  Manufacturing jobs do more than just benefit New York City’s macro economy, however.  They have been proven to benefit the New Yorkers who fill them.  In 2010, the Bureau of Labor Statistics reported that the average annual wage for a manufacturing job in the city was $49,842 – well above that offered in other industries like retail, and only slightly below the average for all other industries in the City.


Despite the benefits offered by an expanded industrial sector, manufacturing has suffered a precipitous decline in New York City since its heights in the mid-twentieth century.  In 1940, 60% of the entire City’s workforce was employed in industrial jobs.
  Today, the New York City Economic Development Corporation (NYCEDC) estimates only 14% of the City’s workforce is employed in industrial jobs.
  In 2009, the Pratt Center for Community Development reported that zoning changes had cost the city about 2,000 acres of land zoned for manufacturing in the previous eight years alone.
  In October 2013, NYCEDC noted that manufacturing employment fell in every one of those years (although there was a small uptick in 2012).
  Time has changed the character of New York City’s manufacturing sector as well as its size.  The City no longer houses many huge producers of food and textiles; instead, 93% of its manufacturers employ fewer than 50 people.
 
The creation of sixteen Industrial Business Zones (IBZs) in 2005 reflected the City’s interest in keeping the sector afloat.  IBZs are bounded geographic areas of the city that are protected from non-industrial re-zoning by the city’s administration.
   The businesses located within an IBZ receive expanded assistance from the City regarding financial and administrative business matters, regulatory compliance, staffing and sanitation.  Despite the program’s potential, it is clear that the City will have to do more to protect manufacturing businesses.  The Brooklyn Navy Yard appears to be evidence that such an endeavor is worthwhile.
BROOKLYN NAVY YARD
The Brooklyn Navy Yard is a 300-acre industrial park on the Brooklyn waterfront, owned by the City of New York and managed by the not-for-profit Brooklyn Navy Yard Development Corporation (BNYDC).  Occupied during the American Revolution and purchased by the United States government in 1801, the Navy Yard represents more than 150 years of military history and job-generating activity.  Its productivity peaked during World War II, when it employed almost 70,000 workers.  It is emblematic of the past and promise of New York City’s industrial and manufacturing sector.

The closure of the Navy Yard as a naval facility in 1966 resulted in the loss of approximately 9,000 jobs.  In 1967, the City of New York assumed ownership of the Navy Yard and re-opened it as an industrial park. The City’s 1992 Comprehensive Waterfront Plan designated the Navy Yard as a Significant Maritime and Industrial Area, indicating the land use and public investment strategies should support and promote working waterfront uses.  Since 2001, BNYDC has received more than $250 million from the City and $400 million in private investments in an effort to rebuild the Navy Yard’s infrastructure.
  BNYDC has rebuilt streets, maintained the graving docks, restored piers, and restored more than 40 buildings using sustainable design and practices.  With help from the City, the Navy Yard has become a state of the art industrial facility that is hospitable to a variety of entrepreneurial enterprises. 
Brooklyn Navy Yard is known for the diversity of its small businesses, which include furniture makers, art restorers and electronics distributors.  It also houses large operations like Steiner Studios, the largest and most sophisticated studio complex outside of Hollywood.  There are currently more than 40 green manufacturers at the Navy Yard, including IceStone, a nationally recognized manufacturer of countertops made from recycled glass; Duggal, a graphics and displays company on the cutting edge of renewable energy lighting; and ARES Printing & Packaging, a pioneer of green packaging and sustainable printing.
  In all, the Navy Yard is now home to more than 330 industrial businesses and employs nearly 7,000 people (up from 3,600 in 2011).
  The combined employment impact of the Navy Yard’s resurgence has resulted in more than “10,350 direct and indirect jobs and $390 million in earnings” and the economic activity has induced an additional $2 billion in earnings and another 15,500 jobs.
  It is further estimated that by 2015, these economic impacts will “increase to $2.35 billion in recurring annual output” and result in “over 30,000 direct, indirect, and induced jobs; and $2.37 billion in induced additional earnings.

BROOKLYN NAVY YARD DEVELOPMENT CORPORATION
As a mission-driven nonprofit, BNYDC chooses its own tenants and supervises its own infrastructure development.  It also has a unique and largely independent managerial structure.  These arrangements have led to a few interesting features of the Navy Yard’s organization: its commitment to green technology, its use of foreign investment, and its tenant-friendly leadership.
Green Strategy


The strategic transformation of the Navy Yard was a product of the remediation of industrial pollution present at the site.
  With its millions of dollars in state and city funding, the BNYDC has made a significant commitment to environmental sustainability and has become a national model for industrial parks.

Andrew Kimball, predecessor to current BNYDC CEO David Ehrenberg, expressed his desire to “encourage [the] growth of green manufacturers in the Navy Yard.”
  The Navy Yard is home to a growing cluster of green industrial businesses.  BNYDC has undertaken a variety of sustainability initiatives at the Navy Yard including:

· Buildings: At least 12 new buildings have been or are currently being built to the U.S. Green Building Council’s Leadership in Energy and Environmental Design (LEED) silver or greater standards.  In addition, BLDG 92, a new exhibition and visitors center, was completed and attained a LEED Platinum rating from USGBC, the highest rating available;

· Historic Preservation: Over $200 million of historic preservation projects for buildings dating back before the Civil War;

· Energy Efficiency: Older buildings have Energy Star roofs, energy efficient windows and light bulbs, in addition to new steam control systems;

· Clean and Renewable Energy: Purchasing hybrid and low-emission vehicles for the Navy Yard’s fleet and installing building-mounted wind turbines and the nation’s first wind/solar street lamps;
· Water Conservation and Storm Water Management: $40 million water conservation and storm water run-off reduction project including new water and sewer systems, new roads and landscaping, and the city’s largest rooftop farm; and

· Waste Management: the Yard is home to Brooklyn’s first solar powered trash compactors.

The strategic focus on green projects has benefitted the BNYDC’s operational cost savings and revenue.  As of 2009, installation of renewable energy streetlights resulted in a savings of $600,000 in installation costs and annual savings of $18,000 in electricity costs.  The Navy Yard’s emphasis on sustainability has also made it more attractive to growing businesses.

Foreign Investment
BNYDC has notably used the Immigrant Investor Program, or EB-5 rule, to fuel its development.  The U.S. Department of Homeland Security offers EB-5 work visas, and eventually green cards, to foreign investors who invest more than $1 million of their own money into a commercial enterprise that creates at least ten jobs within two years.
  In 2011, Examiner.com reported that the Navy Yard had received $15 million in EB-5 funds to assist the development of three buildings on its property.
  In 2013, the American Enterprise Institute reported that under former CEO Kimball, BNYDC received $60 million from wealthy Chinese investors.
  This model of attracting investment appears to have worked for the Navy Yard, which is dependent on outside sources for its funding.  

Managerial Structure

The Navy Yard’s organizational structure has played a significant role in its success as a destination for New York’s manufacturing businesses.  Created by Mayor Ed Koch in 1981, the BNYDC is a nonprofit organization that manages the Navy Yard under a lease and a contract with the New York City Department of Small Business Services.  The BNYDC maintains the site, develops underutilized properties, and provides significant technical and administrative support to the businesses housed within the Navy Yard.  Its operations are overseen by a 30-member board of directors, whose members are appointed by the mayor and local elected officials.
The presence of the BNYDC as a mediator between the City and the businesses in the Navy Yard provides more than just a friendly face to the tenants.  The BNYDC’s status as a nonprofit allows it to maintain a strict focus on promoting the success of its entrepreneurs.  As the Pratt Center for Community Development explains, “A nonprofit might generate income beyond its costs, but that surplus must be invested back in pursuit of the job-creation mission as opposed to withdrawn as profit.”
 This arrangement allows the site to be consistently well-maintained, responsive to tenant needs and hospitable to a diverse roster of businesses within the manufacturing sector.  Perhaps unsurprisingly, seven out of ten businesses in the Navy Yard described the on-site management as “critical” or “important.”

Despite the evident success of the nonprofit approach to industrial park management, the Brooklyn Navy Yard’s organizational structure is currently unique in New York City.  The other major City-owned industrial properties, such as the South Brooklyn Marine Terminal, the Bush Terminal, the Brooklyn Army Terminal, and others, are operated exclusively by the NYCEDC.  The EDC operates a host of City properties throughout the five boroughs, in a variety of economic sectors.  Although the EDC is a nonprofit, it does not share BNYDC’s obligation to reinvest profits from its properties into the properties themselves.  For example, it can use its rent revenues from the Army Terminal’s manufacturing business to help fund the retail sector in Coney Island.  In his testimony before the Council last November, EDC President Kyle Kimball defended his organization’s stewardship of these other industrial parks, claiming the EDC’s “citywide focus” allows it to “look at the needs of the entire sector rather than focusing on those of a single asset.”

CONCLUSION

The Committee on Economic Development hopes to learn more about the advantages and disadvantages of the Brooklyn Navy Yard Development Corporation’s managerial structure.  The Committee expects that such a discussion will produce important insight into the viability of the Navy Yard as a model for the expansion of the industrial sector in New York City.
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